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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS

[Note.—The fact that these answers appear in The Journal of Account
should not cause the reader to assume that they are the official answers
of the board of examiners. They represent merely the opinions of the editor
of the Students’ Department.]
ancy

Examination

in

Accounting Theory and Practice—Part I

May 14, 1936, 1:30 P. M. to 6:30 P. M.
Solve problem 1 or 2 and all other problems.

No. 1 (20 points):
You are engaged to audit the accounts of a city for the year 1933. The books
as you find them show the following information as to the general fund:
Surplus at beginning of year.......................
Taxes assessed..............................................
Other revenues collected..............................
Expense, per vouchers approved.................
Surplus at end of year.................................

$332,011
184,400
56,841
227,642
345,610

On investigation, you discover the following additional facts:
(a) The assets of the fund include the inventory of general stores—$23,812.
A continuous inventory of about this amount is maintained, the
council having authorized such an inventory up to $25,000.
(b) The assets of the fund also include book value of permanent property,
which on January 1st totaled $269,362 and on December 31st,
$286,962. The difference represents capital expenditures for the year
charged direct to fixed-asset accounts.
(c) On December 31st, orders and contracts were outstanding estimated
to cost $4,350, payable out of the appropriations of the year 1933.
(d) Taxes for the year were due May 1st, but only 82% had been collected
at December 31st. Estimates indicate further collections of not
over 8%.
(e) Amounts due the sinking fund from the general fund for the year
totaled $9,212, of which $6,000 was paid and included in expense.
(f) On January 2, 1934, a public benefit instalment of $3,178 is due the
assessment fund. A similar instalment, due January 2, 1933, was
paid in 1933 and entered as an expenditure of that year.
(g) Included in the expense of the year under audit are the following sums
paid for departments entirely supported by special funds: library,
$1,687; parks, $2,143.
1. Does the surplus as stated at the beginning and the end of the year cor
rectly indicate the amount available for appropriation and expenditure
on those dates? If not, prepare working statements to indicate the ad
justments you would consider necessary in each amount.
2. Present also a correct statement of general-fund revenue, expenditure and
available surplus for the year.
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Solution:

City of X
Statement showing the adjustments to the surplus accounts as at January 1,
1933, and December 31, 1933
January December
1, 1933 31, 1933
Balances, per the books.................................................. $332,011 $345,610
Transfer to:
Reserve for stores........................................................
Capital surplus............................................................
Reserve for orders and contracts...............................
Allowance for estimated losses—current (1933) taxes.
Reserve for advances to sinking fund........................

$ 25,000
269,362

$ 25,000
286,962
4,350
18,440
3,212

Total deductions..................................................

$294,362

$337,964

Balances...........................................................
Add:
Adjustments for the following charges made to the
general-fund expense in error:
Library fund...........................................................
Parks fund...............................................................

$ 37,649

$ 7,646

Surplus, as adjusted........................................................

$ 37,649

1,687
2,143

$ 11,476

Note.—The public-benefit instalments, as a general rule, are appropriated
from the general fund as expenditures during the fiscal year. Hence, they
are not considered in the above statement of surplus accounts.

City of X
Statement of general-fund revenue and expenditures for the period, January
1, 1933, to December 31, 1933
Revenue:
Taxes assessed..........................................
$184,400
Less—allowance for estimated losses—
current (1933) taxes.............................
18,440 $165,960

Other revenue collected...........................

56,841

Total revenue....................................
Expenditures:
For permanent property......................................... $ 17,600
Appropriated for orders and contracts.......................
4,350
Sinking fund................................................................
9,212
Public-benefit instalment............................................
3,178
Other expenses (see note below)................................
214,634
Total expenditures...............................................
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Excess of expenditures over revenue.............................
Surplus, January 1, 1933................................................

$ 26,173
37,649

Available surplus, December 31, 1933...........................

$ 11,476

Note.—Other expenses are computed as follows:
Expense, per vouchers approved.............................
Deduct:
Payment to sinking fund.....................
Public-benefit instalment.....................
Special fund—library...........................
Special fund—parks.............................

$227,642

$ 6,000
3,178
1,687
2,143

13,008

$214,634
No. 2 (20 points):
The operations of K. Inc. for the fiscal year ended June 30, 1935, are ex
pressed in the following table of percentages:
Per cent.
Sales......................................................................... 100.00
Cost of sales................................................................
66.67
Gross profit.............................................................

33.33

Expenses:
Selling and delivery............................ 10.00
Administration and general...................
7.50

17.50

Net profit.............................................................

15.83

There was no inventory at the beginning of the fiscal year and during that
year the company, operating at full capacity, produced 10,000 units, of which
8,000 were sold. The materials, labor and overhead were, respectively, 35%,
45% and 20% of the cost of production.
The current year’s costs are expected to show increases as follows: materials,
15%; labor, 10%; overhead, 20%. On the other hand, it is expected that, be
cause of more efficient methods, the production will be increased 10%, and you
are to assume that this is accomplished without additional increases in the cost
of production.
Negotiations are pending with S & R who are prepared to purchase K. Inc.’s
entire output for the current year, together with the stock on hand at the be
ginning of the current year, if the parties can agree on a price. In that event
the amount of the selling and delivery expense would be reduced 75%, and
there would be no change in the amount of the administration and general
expense.
Accepting the indicated changes in costs and production, what percentage of
increase or decrease in the 1935 selling price per unit would enable K. Inc. to
realize, under the contemplated arrangement, a net profit of 20% on the sales?
Solution:
Two methods may be followed in solving this problem. In the first solution,
a selling price of $3.00 per unit is assumed in building up a statement of profitor-loss for the year ending June 30, 1935, as shown below:
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K. Inc.
Statement of profit-and-loss for the year ended June 30, 1935
Per cent.
Units Amount of sales
Sales........................................................ ...........
8,000 $24,000 100.00%
Cost of sales............................................
16,000 66.67

Gross profit.............................................

$ 8,000

33.33%

Expenses:
Selling and delivery............................
Administrative and general................

$ 2,400
1,800

Total expenses................................

$ 4,200

10.00%
7.50
----------17.50%

$ 3,800

15.83%

Net profit................................................ ............

8,000

On the basis that the sales of 8,000 units cost $16,000, a statement showing
the component parts of this cost may be obtained. In the following schedule,
the increases or decreases for the year 1936 are applied to the assumed costs
for the year 1935. It will be noted that the 1936 costs to produce the 13,000
units to be sold amount to $26,750.
K. Inc.
Statement showing the estimated cost to manufacture 11,000 units
for the year ended June 30, 1936
Increase

Year ended
June 30, 1935

or
decrease*

Year ended

of 1936

June 30, 1936
Per cent.

Units

Amount

of cost

1935

Units

over

Amount

Material................... ...

$ 7,000

35.00%

15.00%

Labor.........................

9,000

45.00

10.00

9,900

Overhead.....................

4,000

20.00

20.00

4,800

Cost of Manufacturing........ ..

Deduct: closing inventory.....

10,000

$20,000

2,000

4,000

100.00%
20.00

Add: opening inventory.......
Cost of sales..................

1,000

$16,000

80.00%

11,000

$22,750

2,000

4,000

13,000

$26,750

2,000*

2,000

8,000

$ 8,050

For the year 1936, selling expenses are to be reduced 75%, and the manage
ment expects to make 20% net on sales. The selling price of the 13,000 units
must be, therefore:
Cost of sales (as above)................................................... $26,750.00
Selling expenses:
1935.............................................................. $2,400.00
Less 75%.................................................... 1,800.00
600.00
Administrative and general: (same as 1935)................... 1,800.00
Total cost and expenses................................................... $29,150.00
$29,150 ÷80% is the selling price, or.............................
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The statement of profit-and-loss for the year 1936 may be prepared as follows;
K. Inc.
Statement of estimated profit-and-loss for the year ended June 30, 1936
Per cent.
of sales
Amount
Units
Sales.................................................... ........ 13,000 $36,437.50 100.00%
26,750.00 73.41
Cost of sales........................................

Gross profit on sales...........................

$ 9,687.50

26.59%

Deduct expenses:
Selling and delivery........................
Administrative and general............

$

600.00
1,800.00

1.65%
4.94

Total expenses.............................

$ 2,400.00

6.59%

Net profit for the year.......................

$ 7,287.50

20.00%

The company may obtain a 20% increase in the net profits for the year 1936
by reducing the 1935 selling price 6.57%, as shown below:
1935 sales (13,000 units at $3.00).............................. $39,000.00
1936 sales per above...................................................
36,437.50

Decrease...............................................................

$ 2,562.50

($2,562.50÷$39,000.00)............................................

6.57%

An alternative method is used in the following solution. The cost to
produce 110% of the 1935 production is:
Per cent. Per cent. Per cent.
of cost
of
of cost
increase
1935
1936
40.25%
35%
Materials......................................................
115%
49.50
110
45
Labor............................................................
24.00
120
Overhead......................................................
20

Totals....................................................

113.75%

100%

The 1936 production costs may be expressed in terms of 1935 cost as follows:
times 66.67% or 68.94%

The cost of sales for the 13,000 units to be sold during the year 1936 is:
Per cent.
Units
Product
66.67% ( 2,000)
133,340
Inventory (2,000 units)...............................
758,340
Production (11,000 units)............................ 68.94% (11,000)
Total.....................................................
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The expenses for the 13,000 units to be sold
during the year 1936 are:

Selling and delivery expense (25% of 10%)..
Administrative and general expense............

2.5%
7.5

Total.....................................................

10.0%

(8,000)

80,000

Total costs and expenses (13,000 units)........

971,680

Expressed in terms of percentage.................

74.7446%

The 1936 sales must be (74.7446÷80%) or 93.43%, if the net profit is to be
20% of sales.
The selling price per unit may be reduced by (100.00% minus 93.43%) 6.57%
to produce a net profit of 20%.

No. 3 (25 points):
The plant of the Tamarack Manufacturing Company, engaged in the manu
facture of hunting and camping articles, was partly destroyed by fire on the
night of September 1, 1935. Practically all books of account were burned, but
the data given below were obtained from various sources.

Balance-sheet January 1, 1935
Assets
Liabilities
Machinery and fixtures $ 47,000.00
Notes payable............ $ 4,729.50
Automobiles................
3,494.40
Accounts payable. . . .
2,553.60
Liberty bonds.............
10,000.00
Reserve for deprecia
Customers’accounts..
35,524.00
tion ......................
8,437.50
Inventory....................
50,000.00
Capital stock.............. 100,000.00
Cash............................
28,923.10
Surplus.......................
59,220.90
$174,941.50

$174,941.50

An analysis of the cheque book and cancelled vouchers revealed the following
receipts and payments:
Receipts
Payments
From customers......... $ 98,746.70
Notes payable............ $
917.50
Notes payable............
34,376.00
Accounts payable. . . .
42,584.20
Interest on bonds. . . .
237.50
Machinery..................
3,750.00
Labor..........................
77,366.40
Administrative salaries
9,675.28
Selling expenses.........
11,900.00
Sundry manufacturing
expenses..............
646.62
Rent............................
4,000.00
Office expenses...........
2,418.50
General expenses........
2,381.40
$133,360.20

$155,639.90

A report rendered to the president on September 1, 1935, showed that
$172,952.10 was receivable from customers and $24,457.50 was due to creditors
(accounts payable).
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There should be a charge of $1,012.50 for depreciation to September 1, 1935,
and the automobiles should be written down to $3,000.
An inventory of the merchandise not burned was valued at $20,000. The
insurance company agreed to accept the inventory of the company as before
the fire if calculated on a basis of average gross profits at 35 % of the sales. The
company’s inventory was insured for $30,000 on an 80% co-insurance policy.
There was a $5,000 loss on machinery and fixtures which the insurance company
also agreed to pay.
From the foregoing data:
(a) Reconstruct the accounts of the company, and show the method
followed.
(b) Prepare (1) a balance-sheet as at September 1,1935, which is to include
the liability of the insurance company and (2) a profit-and-loss
account for the eight months ended on that date, showing details of
cost of sales.
Solution:
Tamarack Manufacturing Company
Journal entries to record transactions for period from January 1, to
September 1, 1935
Dr.
Cr.
(1)
$133,360.20
Cash.....................................................................
$ 98,746.70
Customers’ accounts....................................
34,376.00
Notes payable..............................................
237.50
Interest income on bonds............................
To record cash received.
(2)
917.50
Notes payable......................................................
42,584.20
Accounts payable................................................
3,750.00
Machinery...........................................................
77,366.40
Labor....................................................................
9,675.28
Administrative salaries........................................
11,900.00
Selling expenses...................................................
Sundry manufacturing expenses..........................
646.62
4,000.00
Rent.....................................................................
2,418.50
Office expenses.....................................................
2,381.40
General expenses.................................................
155,639.90
Cash.................................................................
To record cash disbursed.
(3)
236,174.80
Customers’ accounts...........................................
236,174.80
Sales..............................................................
To record net sales computed as follows:
Customers' accounts Sep
tember 1, 1935.
$172,952.10
Add collections to Septem
98,746.70
ber 1, 1935.......

Total............................... $271,698.80
Less customers’ accounts
January 1, 1935.............
35,524.00
Difference—net sales.........

$236,174.80
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(4)
Materials and supplies........................................
Accounts payable.............................................
To record net purchases as follows:
Accounts payable Septem
ber 1, 1935.................. $ 24,457.50
Add disbursements to Sep
tember 1, 1935............
42,584.20

Dr.
$ 64,488.10

Cr.
64,488.10

Total............................... $ 67,041.70
Less accounts payable Jan
uary 1, 1935................
2,553.60
Difference—net purchases . $ 64,488.10
(5)
Depreciation—machinery and fixtures...............
Reserve for depreciation..................................
To record depreciation to September 1, 1935.
(6)
Automobile depreciation.....................................
Automobiles.....................................................
To record estimated depreciation of auto
mobiles to September 1,1935
(7)
Cost of sales.........................................................
Inventory September 1, 1935 .............................
Inventory January 1, 1935..............................
Labor................................................................
Depreciation—machinery................................
Sundry manufacturing expense.......................
Rent.................................................................
Materials and supplies purchased...................
To record cost of sales (65% of net sales)
Balance of manufacturing costs are applica
ble to the inventory before fire.
(8)
Reserve for depreciation.....................................
Machinery and fixtures...................................
To transfer reserve to asset account as
amount of reserve applicable to burned por
tion of machinery is not ascertainable.
(?)
Fire claim against insurance company...............
Loss on fire..........................................................
Machinery and fixtures...................................
Inventory, September 1, 1935.........................
To record destruction of assets on September
1, 1935, and claim filed with insurance
company. (See schedule 1.)
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1,012.50

1,012.50

494.40
494.40

153,513.62
44,000.00
50,000.00
77,366.40
1,012.50
646.62
4,000.00
64,488.10

9,450.00

9,450.00

25,454.55
3,545.45
5,000.00
24,000.00
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$

(2)

(9)

4,729.50(2)
2,553.60(2)
100,000.00
59,220.90

(8)

(6)

$629,619.90

11,900.00

(2)

Selling expenses ...........

Cost of sales..............

3,545.45

(9)

Fire loss..................

.

(2)

.

General expenses .........

(2)

Office expenses ............

Automobile depreciation.
Interest i n c o m e o n bonds.

(4)

(2)

chased ...............

Administrative salaries....

1935

153,513.62

$ 44,000.00

Cr.

Cr.

loss

153,513.62
11,900.00

3,545.45

494.40

9,675.28
2,418.50
2,381.40

237.50

$236,174.80

and

$ 52,483.65

Dr.

Profit

$

3,000.00

36,300.00

25,454.55

20,000.00

10,000.00

Dr.
6,643.40
172,952.10

100,000.00
59,220.90
52,483.65

24,457.50

$ 38,188.00

Cr.

Balance-sheet

$629,619.90 $197,513.62 $197,513.62 $236,412 .30 $236,412.30 $274,350.05 $274,350.05

237.50

(2)

(1)

64,488.10

64,488.10
9,675.28
2,418.50
2,381.40

(2)

pense .................

R e n t ......................
Materials a n d supplies pur 

494.40

646.62
4,000.00

646.62
4,000.00

(5)

.

machinery.
S u n d r y manufacturing ex 

Depreciation

—

77,366.40
1,012.50

$ 50,000.00

Dr.

77,366.40
1,012.50

236,174.80

1,

Cost of sales

(2)

(3)

494.40
34,376.00
64,488.10

(6)

9,450.00
5,000.00
1,012.50

24,000.00

917.50(1)
42,584.20(4)

3,750.00 (9)
9,450.00(5)

25,454.55

(9)

Dr.
Cr.
$133,360.20 (2) $155,639.90
(3) 236,174.80(1)
98,746.70

(1)

8,437.50(8)

Cr.

1935

$174,941.50 $174,941.50

3,494.40

47,000.00

10,000.00
50,000.00

35,524.00

Dr.
$ 28,923.10

1,

1.

a n d September

L a b o r .....................

Sales ......................

Profit-and-loss............

Automobiles ..............
Notes payable ............
Accounts payable .........
Capital stock .............
Surplus, January 1, 1935..

Reserve for depreciation. ..

M a c h i n e r y a n d fixtures...

D u e f r o m insurance c o m 
p a n y .................

1 9 3 5 .................

C u s t o m e r s ’ accounts ......
Liberty b o n d s ............
Inventory, January 1, 1935
Inventory, S e p t e m b e r 1,

C a s h ......................

January

Transactions f r o m January
to S e p t e m b e r 30, 1935

1,

T amarack M anufacturing Company
W o r k i n g papers January
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Schedule 1
Tamarack Manufacturing Company

Statement showing the computation of the fire loss of September 1, 1935, and
claim against the insurance company
Amount
Fire loss of claim
Machinery destroyed....................................................
$ 5,000.00
Inventory:

September 1, 1935................................ $44,000.00
Less—portion not destroyed.................. 20,000.00

Value of portion destroyed..................
Insurance payable (see below)................

$24,000.00
20,454.55

20,454.55

$3,545.45

Fire loss....................................................

Totals..................................................................... $3,545.45 $25,454.55
The computation of the amount recoverable from the insurance company
(80% co-insurance clause) for the portion of the inventory destroyed is de
termined as follows:
$30,000 (insurance carried)
times $24,000 (the loss) = $20,454.55
80% of $44,000 (inventory value)
Exhibit A
Tamarack Manufacturing Company
Balance-sheet September 1, 1935

Assets
Current assets:
Cash.........................................
Liberty bonds..........................
Customers’ accounts...............
Due from insurance company.
Inventory.................................

$ 6,643.40
10,000.00
172,952.10
25,454.55
20,000.00 $235,050.05

Fixed assets (depreciated value):
Machinery and fixtures.......
Automobiles.........................

$ 36,300.00
3,000.00

39,300.00
$274,350.05

Liabilities and Net Worth
Current liabilities:
Notes payable.................................................. $ 38,188.00
Accounts payable................................................
24,457.50 $ 62,645.50
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Net worth:
Capital stock....................................................... $100,000.00
Surplus, January 1, 1935................ $59,220.90
Profits to September 1, 1935
(exhibit B).........................
52,483.65 111,704.55 $211,704.55

$274,350.05

Exhibit B
Tamarack Manufacturing Company

Statement of profit-and-loss for the eight months ended September 1, 1935
Net sales........................................................................................ $236,174.80

Less cost of sales:
Inventory, January 1, 1935.............................. . $ 50,000.00
77,366.40
Labor.................................................................
64,488.10
Materials and supplies purchased....................
4,000.00
Rent...................................................................
Depreciation—machinery and fixtures..............
1,012.50
646.62
Sundry manufacturing expense...........................
Total costs incurred........................................ . $197,513.62
44,000.00
Less inventory, September 1, 1935, before fire..

Gross profit on sales...............................................
Rate of gross profit on sales...................................

Less selling and general expense:
Selling expenses................................................... . $ 11,900.00
494.40
Automobile depreciation.....................................
9,675.28
Administrative salaries.......................................
2,381.40
General expenses.................................................
2,418.50
Office expenses....................................................

153,513.62
$ 82,661.18
(35%)

26,869.58

Net profit from operations.....................................

$ 55,791.60

Add miscellaneous income:
Interest on bonds................................................

237.50

Total net profit and other income..................

$ 56,029.10

Less non-operating loss:
Fire loss, September 1,1935.............................
Net profit to surplus (exhibit A)..........................
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3,545.45

$ 52,483.65

